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FISCAL AND POLICY NOTE

House Bill 1578 (The Speaket al) (By Request - Administration)
Environmental Matters

Pimlico and Laurel Park Racetracks, Bowie Race Course Training Center, and
Preakness Stakes - State Purchase or Condemnation

This emergency Administration bill authorizes the State tguiae by purchase or
condemnation, for public use and with just compensation, private pyomdating to
Pimlico Race Course, Laurel Park Race Course, the Bowie@aase Training Center,
and other tangible and intangible property related to the Preakness Stakes.

Fiscal Summary

State Effect: No direct State effect as bonds issued by the Maryland BEtgono
Development Corporation (MEDCO) are not State debt, and there isiplied State
guaranty or State obligation to protect bondholders from lossesheTextent MEDCO
issues bonds or borrows money, MEDCO is liable for repayment toreadd/or bond
holders.

Local Effect: None.
Small Business Effect: A small business impact statement was not provided by the

Administration in time for inclusion in this fiscal note. A readsfiscal note will be
issued when the Administration’s assessment becomes available.

Analysis

Bill Summary: The State may acquire by purchase or condemnation, for useliand
with just compensation, some or all of the following real, taegidhd intangible private
property, including any contractual interests or intellectual prgpe(i) the Pimlico
Race Course in Baltimore City, including any and all propertypaperty rights



associated with it, whether tangible, intangible, real, personalixedmand any business
entity that owns it; (2) Laurel Park Race Course in Anne Aru@deinty, including any
and all property or property rights associated with it, whethegiltée, intangible, real,
personal, or mixed, and any business entity that owns it; (3)eBRatce Course Training
Center in Prince George’'s County, including any and all propertgraperty rights
associated with it, whether tangible, intangible, real, personalixedimand any business
entity that owns it; (4) the Preakness Stakes trophy thaioiwn as the Woodlawn Vase;
(5) the name, common law and statutory copyrights, service nisakiemarks, trade
names, contracts, horse racing events, and other intangible ahectotdlproperty that
are associated with the Preakness Stakes and the Woodlawn 6)asdepfoperty of the
Maryland Jockey Club of Baltimore City, Inc., or its successnd assigns, including
stock and equity interests associated with it, and including all pyopegroperty rights
associated with it, whether tangible, intangible, real, personalixediand any business
entity that owns it; and (7) all property of the Laurel Racingo&sation, Inc., or its
successors and assigns, including stock and equity interests tsbogith it, and
including all property or property rights associated with it, whethegible, intangible,
real, personal, or mixed, and any business entity that owns it.

Pursuant to provisions of the Maryland Constitution, the private psop&ay be taken
immediately on payment for the property. All condemnation proceedingd be
conducted in accordance with Title 12 of the Real Property Aracld Title 12,
Chapter 200 of the Maryland Rules.

MEDCO is authorized to borrow money and issue bonds to finance thef @xjuiring
by purchase or completing the condemnation process by the Statabfar use of the
properties authorized in the bill, in accordance with applicable legal standards.

Current Law:
The Preakness Stakes

The Preakness Stakes may be transferred to another trackStateenly as a result of a
disaster or emergency. If the Preakness Stakes is tmausfaut of state, the Maryland
Racing Commission may revoke any racing days awarded to thdakiarJockey Club
of Baltimore City or its successor, and award the racing days to anodresee.

If the Preakness Stakes is offered for sale, the State hagtiba to buy the Preakness
Stakes for the amount of any offer the licensee wishes totactép racetrack licensee
must notify the State of the offer within 30 days of receivimg d@ffer. The State must
notify the licensee within 60 days if it wishes to exercise dpgon to purchase the
Preakness Stakes.
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In addition, if a racetrack licensee holds a video lottery operhtiense for Laurel Park,
the licensee must promote and conduct the Preakness StaResliab each year or
transfer it to another track in the State only in the case of a disasterrgeane

Eminent Domain

The power to take, or condemn, private property for public use is one oihdent

powers of state government and, through the state, its politicav&ibds. Courts have
long held that this power, known as “eminent domain,” is derived fronotrereignty of

the state. Both the federal and State constitution limit the camateon authority and
establish two requirements for taking property through the power wfeatmdomain.

First, the property taken must be for a “public use.” Second, tiye \whose property is
taken must receive “just compensation.” In either event, thg pdrbse property is
being taken is generally entitled to a judicial proceeding prior totakiag of the

property. However, the Maryland Constitution does authorize *“qulck-ta
condemnations in limited circumstances prior to a court proceeding.

Public Use

There is no clear rule to determine whether a particular ugeopkrty taken through
eminent domain is a “public use,” and Maryland courts have broadigpneted the term.
The Court of Appeals has recognized takings that encompass a “peblkfit” or a
“public purpose.” Maryland’'s courts have given great deference togislatve
determination as to whether property should be taken for a particular publiceaurpos

The courts have stated that government may not simply transferrtgrdpmm one
private party to another. IWan Witsen v. Gutman, 79 Md. 405 (18%he Court of
Appeals invalidated a condemnation by Baltimore City in which thetdound the
transfer would have benefited one private citizen at the cost h&frsot However,
transferring property from one private party to another is not sagbsforbidden. In
Prince George’s County v. Collington, 275 Md. 171 (1948 Court of Appeals
authorized the county to use its eminent domain authority to takatg@mroperty to be
used for economic development purposes, even though the property walegimeid.
The Collington court enunciated the following rule: “projects reasgnaésigned to
benefit the general public, by significantly enhancing the econgroisth of the State or
its subdivisions, are public uses, at least where the exerdise pbwer of condemnation
provides an impetus which private enterprise cannot provide dt 191.

Just Compensation

The damages to be awarded for the taking of land are determined anthe “fair
market value.” By statute, fair market value of the condemnedegxofproperty taken
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through eminent domain) is the price as of the valuation date ftighest and best use
of the property that a willing seller would accept from a willmgyer, excluding any
change in value proximately caused by the public project for wiiehptoperty is

needed.

Date of Actual Taking

Property is deemed to be taken:

o in the case of a “quick-take” action — where certain governmemiies are
authorized to take property immediately upon payment of fair valuéhdo
property owner or to a court — if the plaintiff is lawfully autized to take the
property, has made payment, and has taken possession of the propadiuathy
and lawfully appropriated the property to the public purposes of the defendant; and

o In every other case, if the plaintiff pays the judgment and costs to the court.

Background: The Preakness Stakes is the second jewel in horse rachpgés Crown

and is held annually at Pimlico Race Course on the third Saturddgyf The race has

been run at Pimlico every year since 1909. The PreaknesssSittkacts more than
100,000 people to Pimlico each year and earns enough revenue to support the
thoroughbred industry in Maryland for the rest of the year. The 200krf@ssadrew a
crowd of 121,263 to Pimlico Race Course. Preakness day wagering was 3B@r2omi

the entire racing card, with $6.8 million bet in State. R#meexpenditures totaled $8.6
million.

Maryland has two mile-thoroughbred racetracks: Laurel Park in Anaedel County

and Pimlico Race Course in Baltimore City. Both thoroughbred traeksvened by the
Maryland Jockey Club (MJC), a subsidiary of Magna EntertainmergoCation (MEC).

Magna Entertainment acquired a controlling interest in MJC in 20@Pexercised an
option to acquire the remaining interest in MJC in November 2007.pUiohase price
was approximately $117 million, and also included the Bowie Trainaujlify. The

Preakness trademark is owned by MJC.

Citing increasing financial pressures, Maryland racetracksitlgdeave taken measures
to cut operating expenses. Rosecroft Raceway, in June 2008, deappreval from the

State Racing Commission to temporarily cancel live harneggyrat the track. Though
the plan calls for the track to remain open for simulcast wagedancellation of live

racing days eliminates the need to pay purses and allows tRetdraeduce overhead
costs.

MJC, in August 2008, announced the cancellation of its graded stakssatacaurel

Park for the 2008 fall meet. MJC also announced the closure of tketesch facilities
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at Pimlico (which include stables and dormitories for stablpleyses). MJC will
relocate displaced horses and stable employees to facititieaigel Park and the Bowie
Training Center. For the 2009 spring meet at Pimlico Race CoM3g, plans to
temporarily open the backstretch facilities before and dfteranning of the Preakness
Stakes.

Chapter 11 Bankruptcy

On March 5, 2009, MEC filed for Chapter 11 bankruptcy protection in Bagkruptcy
Court in Delaware (In reMagna Entertainment Corpet al (Case No. 09-10720)). In
the filings, MEC indicated it plans on selling a group of its horemgaassets, including
Pimlico, Laurel, and the Bowie training facility in a “freexd clear” auction. If the
auction request is approved by the court, the bids (including the andrytacks) would
be due on July 7 and the auction winners would be announced on August 8. Koweve
several of MEC’s creditors have filed objections in federakhgyicy court regarding
the auction process requested by MEC. Among these objectiohg, &tdte’s motion
asking the court to recognize and affirm the State’'s statutghy of first refusal to
purchase the Preakness Stakes. The court has not yet ruled on Md&i@st or any of
the objections.

The role of a federal bankruptcy court is first and foremost teepve the value of a
company’s assets for its creditors. During a bankruptcy proceadirgitomatic stay is
issued by the court to protect the debtor from being sued.

Currently, at least three Maryland groups — Cordish Cos, Herigaring LLC, and
America’s Realty LLC — have publicly expressed interest inriguwit least a portion of
MEC’s Maryland assets including the racetracks and the rights to the PreSlaless

MEDCO

MEDCO is a nonbudgeted entity that allows the State to own ofageypeoperty for

economic development purposes. MEDCO was created in 1984 withighien to help

expand, modernize, and retain existing Maryland business and td agdvadusiness to
the State. It is governed by a board of directors that musapas®lution to participate
in a project.

MEDCO purchases or develops property that is leased to others famdeable terms.
MEDCO also makes direct loans to companies throughout the $tataintain or
develop facilities, and it often serves as the conduit for loamsingstered by the
Department of Business and Economic Development (DBED). MEBR&G$ bonds to
raise funds for its loans. The bond debt consists primarilyvanrtee bonds and notes
payable to government agencies such as DBED. The debt represergsonmse
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obligations because MEDCO is not liable to bondholders and lenddns event of a

project or borrower default. Each project must have self-supportugnues, and no

projects are cross-collateralized. As a result, MEDCO idehtt debt of the State, and
there is no implied State guaranty or State obligation to protect bondholder®$ses. |

MEDCO has been involved in 213 projects through fiscal 2008. Of these, MEDC
currently owns and operates 13 as operating facilities, me#menggency is involved in
management decisions and has an interest in ensuring succesgfopdeations. For all
other projects, MEDCO serves as an arms length financing entity.

State Fiscal Effect: In order to exercise the rights under the bill, the State wouldtbave
ask the U.S. Bankruptcy Court to lift the “stay” currently issinpdhe court. Whether or
not MEDCO borrows money or issues bonds for either the purchas&GfsMissets or

to provide just compensation in a condemnation procedure depends on wheBtatehe
determines it is necessary to keep the Preakness Stakke Btdte. To the extent
MEDCO issues bonds or borrows money for the purpose specified by the bill, MEDCO |
liable for repayment to lenders or bond holders.

The actual amount of money borrowed or bonds to be issued depends dundhgadce
of the assets for sale and which of those assets the Stateelifiotadoses to acquire. At
present the actual value of these assets are indeterminakelet escprovided by the
debtor (MEC) in federal bankruptcy court. The value of these asgeidd be
determined by either bidders at auction or a jury if a condeamptbceeding occurs. In
a filing in federal bankruptcy court dated April 5, the real prigpassets of MJC in
Baltimore are valued at $17.7 million ($6.9 million for land and $10.7anilfor the
track facility) and personal property assets are report&8.dsmillion. In addition, the
value of Laurel Racing Association’s real property assetsvalued at $42.4 million
($7.1 million for the land and $35.3 million for the track facility) andspaal property
assets are listed as $4.5 million. These court filings do nhid@calues for either the
Bowie Training Center or the rights to the Preakness name.

If MEDCO acquires any of these assets, it could retain ke and operate the
facilities or it could sell the properties to repay its lenders or bondholders

Additional Information
Prior Introductions. None.

Cross File: SB 1072 (The President, by Request — Administration) — Budget and
Taxation.
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Information Source(s): Office of the Attorney General; Baltimore City; Depagtm of
Business and Economic Development; Maryland Economic Developmepor@ton;
Governor's Office; Department of Labor, Licensing, and Regulation; Deapat of
Legislative Services

Fiscal Note History:  First Reader - April 8, 2009
ncs/rhh

Analysis by: Michael Sanelli Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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